Abstract: This paper considers market-stabilizing policies for Korea's emissions trading scheme (ETS). Stabilizing policies in the U.S-and EU-ETS systems are reviewed in order to apply these market stability instruments to the legal framework for Korea-ETS. The current ETS system in Korea could cause market turmoil due to unanticipated discretional interventions from the government, deficient market reserves for maintaining the price ceiling, the absence of any predetermined combinations among policies, or the unclear definitions of pricing guidelines. Therefore, this paper concludes that the government should implement a transparent policy-making process with clearly stated policy rules to preclude unnecessary market disturbances and enhance policy reliability. This paper also offers a blueprint for the design of an optimal combination of trading and non-trading polices, policy prioritization, and the strategic allocation of reserves.
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